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. Market Summary

The opportunity for U.S. food companiesin Indids food service market is smdl but growing. Sdes by Indian food
service companies totaed gpproximately $6 billion in fisca year 1998. Restaurants account for approximately 55
percent of Indian food service sdes. Indian consumers spent only 2.4 percent of their food expenditure in hotels and
restaurantsin fisca year 1996. American consumers, by comparison, spent 46 percent of their food expenditure on
away-from-home medls.

There are approximately 22,000 registered restaurants in Indiawhich have saes of

over $15,000 per month. In addition, there are more than 100,000 roadside restaurants (dhabas) selling their prepared
foodsin smdl gdlsin cities and on highways. There are 1,568 registered hotelsin India The ingtitutiona sector
consgts of hospitas, prisons, defense establishments, schools, company canteens, railways and airlines.

Indian Food Service Sub-Sector Sales
FY 1998
100 percent = $6 billion

h.....,....,@___m

* Excludes roadside restaurants

Source: Literature search, Interviews, PSi analysis

India imported approximately $2.1 billion worth of food in fiscd year 1998. Indian food service companies buy
approximately two percent of Indias total food imports (less than 10 percent of U.S. food exportsto India). However,
Indias food imports are growing more than 37 percent per year (fromfisca year 1994 to 1998). India sedible oil imports
grew gpproximately 78 percent per year from fisca year 1994 to 1998 and were 37 percent of the total food importsin
fiscd year 1998. Almogt hdf of India sfood imports are of agricultura produce such as cereds, fresh vegetables, fruits
and nuts. Processed consumer food importsinto Indiaare low.

A number of factors are driving increased food service sales.

Growth in Personal Income - The increase in buying power of Indian consumers is driving growth in the food service
sector. Indias per capitaincome hasincreased by over 20 percent from1992 to 1996. However in absoluteterms, Indias
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per capitaincomeis low (approximately $350 per annum) and income distribution is highly skewed. Just 2.4 percent of
Indian households earn 50 percent of Indias GDP. The top 3.9 million Indian households have an average household
income of approximately $35,000 per annum.

Shrinking Household Sze - The size of Indian households has declined over the past few years (from 5.9 people per
household in 199010 5.51n1998). Thetotad number of householdsin Indiahas increased by less than 3 percent per year
from 1990 to 1998; however, the number of householdsinmiddle, upper and high-income categories has grown by more
than 12 percent annudly. Approximatey 23.6 millionhouseholds have been added to the high, upper and middie-income
segments of Indianconsumersfrom 1990 to 1998. These householdshave higher disposableincome per member and have
agreater propendty to spend on food.

Urbanization - Most high-income Indian consumers live in urban India. Approximately 50 percent of high, upper and
middle-income group Indianconsumer households reside in urban areas. Over one third of urbanIndianconsumersreside
in lessthanone percent of the totd number of citiesin India. The percentage of Indians living in cities has increased from
19.9 percent in 1971 to 27 percent in 1997 and is expected to increase to 30.5 percent in 2000.

Growing Number of Women in the Workforce - The number of dua income households where both husband and wife
work isincreasng. Over 16 percent of the population of Indian womenwork full-time and spend most of their time away
from home. Due to these changes many Indian consumers are opting for meals away from home,

Menu Diversification - Hightincome Indian consumers are seeking varietyintheir choiceof food. Urban Indian consumers
areaware of various internationd cuisne (e.g. Continenta, Chinese, Mexican, Itdian, Tha, and Japanese) and anincreasing
number arewillingto try new foods. Middle classand affluent Indian consumers prefer snack foods and are driving growth
in the number of fast food chains.

The traditiona Indian hotel and restaurant business is undergoing a trandformation. A growing number of speciaty
restaurants, fast food outlets, home ddivery and take-away restaurants have opened inthe last few years. A number of
foreign restaurant chains (e.g. Domino's, Pizza Hut, Pizza Express, McDonads, TGIF, KFC and Baskin Robbins) have
darted operationsin India and have achieved some success.
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Thefallowing isasummary of advantages and challenges facing U.S. food productsin India

Advantages

Challenges

Growing popularity of American culture and
food. A number of American restaurant
chains (e.g. Domino's, Pizza Hut, McDonalds,
TGIF, KFC) have dready entered the Indian
market.

Multinational food service companiesin India
are sourcing food ingredients and raw
materiaslocdly.

With the new Exim Policy of 1999, alarge
number of food products can be imported
(which were previoudy redtricted).

Low incomes and high duties make imported
food unaffordable for most Indian consumers.
Non-tarrif barriers dso exist (e.g. arbitrary
and stringent qudity norms).

A limited variety of qudity food and beverage
products are available in the Indian market.

Competition from chesp loca subgtitutes.

Foreign food ingredients and processed food
manufacturers have aready entered the Indian
market.

Labding and certification requirements of the
Indian government are drict, and obtaining a
gatutory gpprovd isalong and difficult
Process.

A growing segment of Indian consumersis
becoming more demanding and isincressingly
willing to pay for better service and quality.

A large mgority of Indian consumers prefer
traditiona style and ethnic cuisnein
restaurants.

II. Road Map for Market Entry
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Entry Strategy

U.S. food companies should evauate their options before entering the Indian food service market. Small U.S. food
companies should identify U.S. consolidators that are exporting food products to the Indian market. U.S. exporters of
branded foods should directly export to premium hotels and restaurants or appoint agents for importing in each region of
India Theimporting agent should be knowledgeable about the U.S. food company's product range. In sdlecting agents
the U.S. exporter should check the financid strength of Indian agents and incorporate clear payment terms into any
digtributionagreement. To gainfirmcommitment, the U.S. exporter should ensure that the sel ected agent hasalimited range
of other activities. Large U.S. food companies can enter into strategic alianceswith food service chains. These U.S. food
companies may devel op local manufacturing partnersfor supplying raw materid to food service chansinndia, and export
food ingredients either to the local partner or directly to food service outlets.

Digtribution Channes
Large hotds and restaurants (e.g., specidty restaurants, foreign fast food chains) use imported processed food and food

ingredients. However, most food ingredients and processed food inputs are available in India. Mgor foreign companies
manufacturing food ingredients (e.g. Bush Boake Allen, IFF) dready have officesin India

Digtribution of Imported Food in India
To Food Service Buyers

Coansalidato Direct

Hotels/Restaurants/Institutlons

Source: Interviews
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Hotels

Hotels procure imported products through several channels. Most Indian hotel food buyers use consolidators to source
imported food. Consolidatorsare companies (generdly based oversess) that procure productsfrom several manufacturers
and supply an assortment of itemsto hotelsinindia. Hotelsfind this arrangement more convenient asthey typicaly require
relatively smal quantities of numerous food items. Dueto the high cost of storing food products, hotelsdo not maintainlarge
inventoriesand prefer to import smal lotsmorefrequently. Exporterstypicaly transport perishables by air and other items
by seaincontainers. Indian hotd chainsmaintain regular working relationswith afew foreign consolidators. Consolidators
used by Indian hotels operate primarily from Singapore, Duba, New Zedand, Audtralia, Holland, Germany and England.

Some Indianhotds buy foreign food products fromlocal ly-based importers. These importers usualy import bulk volumes
of foreignfood products and sl to hotels, restaurantsand retailers. Large hotelsasoimport foreign food productsdirectly
from manufacturers on aregular basis.

Hotdls generdly prefer usng foreignconsolidatorsto buy imported foods and foreign processed food inputs. Consolidators
typicaly have a wide range of products and can supply smal quantities to hotels. Some hotels buy imported food inputs
from locally-based bulk importers, and aso buy fromthe local retaill market incase of urgency. Indian importers and loca
retailers generdly stock imported foods that are inregular demand. The Hyatt Regency in Delhi generally buys processed
food/food ingredients from foreign consolidators. They aso buy chocolates and snack foods from loca importers.

Restaurants

Most restaurantsin India source domestic raw materids fromfood processors, agentsor distributors. TGIF (the American
restaurant chan) has outlets in Indiawhich domesticdly source products such as chicken (from Venky's), spices (from
Kancor in Cochin), cheese (from ABC Farms) and vegetables (from Trikaya Farmsin Mumba). McDonads provides
farmers with advice onhow to produce the kind of food inputsthey require. McDonadsishelping Ooty Farms (asupplier
of lettuce) withseed selection, drip irrigationtechnology and cold transportation and procures mutton from Al-Kabeer (an
exporter inHyderabad). Cremicalndustries, asmall bakery in Punjab, issupplying bunand bread productsto McDonalds.
McDonads has entered into arrangements with many small Indian companies for products such as cheese, sauce and
potatoes. McDonaddsimportsrefined oil and flavoringingredients. Somerestaurant chains(e.g. Domino's) procureforeign
food ingredientsfromIndianimporters. Other restaurant chains such as Nirulas source imported ingredients directly from
oversess manufacturers,
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Indian Food Service Company Profiles

Company Food Sales | Outlet Name, Location | Purchasing
$Million | (Type& Agents
(1998-9) No. of Outlets)
Hyatt 105 LaPiazza(Itdian), TK's | Ddhi Consolidators,
Regency (Orientd), Delhi Ka Importers, Direct
Aangan (Indian), Cafe
(Continentd), Polo
Lounge (Bar), Djinns
(Bar)
Domino's 7.7 Domino's National Importers
(Fast Food, 30 outlets)
Bristol Hotel | 1.1 Pamyra (Coffee shop), | Gurgaon Importers
Silk Route (Chinese),
Zdfran (Indian), Hunters
Bar
Nirulas NA Nirulas Regiond Direct
(Fast Food, 37 outlets) | (North
India)
Rodeo's 0.8 Rodeo's Ddhi, Importers
(Mexican, Itdian, Gurgaon
Continentd, Indian;
2 outlets)
AlIMS 05 Hospital (1640 beds) Ddhi NA
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Sub-Sector trends

Hotedls

Currently, India attracts gpproximately 2.5 million tourists annualy which is just 0.4 percent of the world'stourigt arrivals.
Tourig arrivas grew only 0.5 percent in fiscal 1998. Hotel occupancy levels averaged about 60 percent in 1998, which
was the lowest inthe last five years (the occupancy leve in 1995 was over 90 percent). However, the Indian hotel industry
is growing and mgor hotel companies are currently expanding in the premium segment. An incresse in Indian budget
travelers will drive the long-term growth in the mid-range hotd sector.

Restaurants

There are numerous ethnic groups in India, each having digtinct food habits. Indian consumers typicaly maintain their
traditional food habits even after migrating to different parts of the country. In larger cities, some restaurants serve only
regiond food. Regiond fast foods suchas dosa, vada, chola bhatura, samosaare aso available in multi-cuisne restaurants
throughout India

Foreign mass media has had animpact onthe food habits of the Indianconsumer. MoreIndiansarefrequenting hotelsand
restaurants than in the past. Restaurant chains are creating awareness about their service and brand. Increasing demand
from middle class Indian consumers is expected to drive high growth in value-for-money restaurants.

Highincome Indianconsumersseeking variety inthair choice of food represent animportant niche market. They areshifting
away from traditiona Indian food served in luxury restaurants, and are increasingly turning to foreign foods. Asaresult,
speciadty and theme restaurants are opening faster than typica luxury restaurants. Specidty restaurants in India serve a
focussed menu of Chinesg, Itdian, Thai or Mexican food. Pubs and independent bars are aso becoming popular among
high income Indian consumersin India s magor metropolitan cities.

The following changes are expected in the restaurant sector:

- Shift towards modern fast food restaurants

- Growth of large chain restaurants

- Moreindependent luxury restaurants

- More speciaty and theme restaurants

- More restaurant entertainment

- Growth of home delivery and take away food service
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[11. Competition

The United States is the third largest food exporter to India and accounts for approximately 9 percent of Indias food
imports. The United States food aid to India accounts for dmost haf of total U.S. food exportsto India. Although U.S.
food exports to Indiaare growing at 9 percent per year (from fisca year 1994 to 1998), U.S. share of the imported food
market in India has declined from 23 percent infiscd year 1994 to 9 percent infiscal year 1998. Brazil, Audrdia, Canada
and Argentina are the primary competitors of the United States in Indias imported food market, and have taken market
share away from U.S. suppliers over the past severd years. India also imports fruits and nuts from Iran, Guinea and
Tanzania

Country Competition in the Indian Food Sector: FY 1998
100% = $2.1 billion

Source: ITPO, PSi analysis

The U.S. faces subgtantid internationa competition in the supply of food to India's food service industry. U.S. fruit juice
exportsto Indiaface competition from Brazil, U.K. and Nepal. Indiaimports preserved vegetables such astomatoesfrom
the U.S. and Switzerland. U.S. olive exports compete with Spain and Singapore. The United Kingdom is the main
competitor for U.S. dcohalic beverage exportsto the Indianmarket. U.S. wineexportscompetewithlarger exporterssuch
as France and the U.K. Processed cheese importsfromthe U.S. have grown at approximately 111 percent per year and
have a 14 percent share of the imported cheese market inIndia. U.S. cheese exports compete with magjor exporters such
as the Netherlands and New Zealand.
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V. Best Product Prospects

Prospect in the Indian Market Product

Products that are present in the market acoholic beverages

Speciaty mest preparations
confectionary products

selected vegetables, fruits and nuts
pices

Cheese

bakery products

pasta products

E O . . A

*

Products not present in sgnificant quantities dairy products

but which have good sales potentia * processed and semi-processed  vegetable
preparations

* salces

* fruit juice

* food additivesincluding cardamom,  anise
seeds, coriander, spice powders *
homogenized preparationssuchas ~ soups and
broths

* custard/curry powder

Products that will not do well or cannot be * beef
used in the market

A. Productsthat are present in the market:

Thelndianfood service sector currently importsvery little food. Hotels mainly import products suchasacohalic beverages,
meet preparations and confectionary products. Indian food service companies also import foods that are not grown or
avalable domedticdly, such as certain vegetables, fruits, nuts, spices, cheese and cereal preparations (for bakery products
and pasta).

B. Products not present in sgnificant quantities but which have good sales potentid:

Indias current imports of processed vegetablesare low, but have grown at more than 250 percent per year fromfiscd year
1994 t0 1998. The Indian government has recently allowed the import of many semi-processed vegetable preparations
(previoudy restricted) againgt a specia import license. Thelndian government hasa so dlowed unrestricted import of many
dairy products and dry food ingredientsmixtures into India
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Growing demand from Indian consumers and hotels is driving growth in liquor imports. Sales of imported acoholic
beverages are growing a more than 50 percent per year despite very high duties.

In accordance with its commitments to the WTO, Indiais reducing restrictions onimportsinaphased manner. Initslatest
budget, the Indiangovernment has dlowed the import of 894 items and specid import licenses for another 414 previoudy
restricted items.  Growth prospectsfor products such as processed vegetabl es, sauces, fruit juice and a coholic beverages
are excellent.

C. Productsthat will not do well or cannot be used in the market:

Indian Customs redtricts the import of bovine mest.

V. Pogt Contact
For further information, contact PSi in New Y ork at the following address:

PSi, Inc.

1 World Trade Center, 93rd Floor
New York, NY 10048

Tel: 212-806-8841

Fax: 212-514-9766

E-Mail: Manu_Bammi@ps-world.com
Web site: www.psi-world.com
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